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Car Tax Repeal Proposal 

CAR TAX REPEAL 
MEMO.doc (31 KB ... 

Many may be wondering what the word is on the Repeal of the Car Tax. Attached 
i s  an excerpt Eroun a br?~efi.ng I received yesterday. Feel free to share it with s t a f f  and 
council. While it. doesn't cont.ain anything different that what you've read in the papers, 
it is a bit more concise. 

Debbie Olson 
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MEMO UM 

RE Repeal of Car Tax Hike 

As yon know, the recent budget passed by both houses and signed by the Governor contained a tripling of 
the Vehicle License Fee (VLF) hack to its 1998 levels. This car tax increase raises approximately 
$4 billion for local governments; replacing the elimination of their state backfill. 

Assemblymember Darrelt Steinberg (D-Sacramento) will introduce legislation next week that will create 
another “swap” of tax revenues similar to the swap that occurred in the state budget involving a half-cent 
sales tax and local property taxes. Assemblymember Steinberg’s proposal would repeal the car tax hike, 
thereby leaving tlie VLF fees at their current rates and would instead raise income taxes on the wealthiest 
Californians, and would increase sales taxes on cigarettes. An interesting note about this proposal i s  the 
similarity to a proposal put forth earlier in the year by Goveniov Gray Davis. Governor Davis proposed 
leaving the VLF at current levels and increasing taxes on the wealthiest Californians and OR cigarettes and 
alcohol. Although an increase in the alcohol tax is being discussed, it is our understanding that it is not 
part or Assemblymeniber Steinberg’s current proposal. 

Although the tax swap seems simple, there are some major legal issues that must be researched by the 
Assembly before the legislation moves forward. One major legal question is whether or not the Steinberg 
legislation would require a majority or two-thirds vote for passage. .4ssemhlymember Steinberg feels that 
the bill would need only a simple majority vote due to the fact that it docs not raise any new state 
revenues, but merely swaps one tax for another. Ttie Republicans are quickly opining that any tax 
increase, regardless of  whether it is new revenues, Is a two-thirds vote and that the Democrats are simply 
trying to get around the higher vote requirement. 

Why the change of heart oii the VLF increase? The answer is simple - “Recall”. The Democrats and 
Governor Davis have always known that the VLF increase polled among Californians at the very bottom 
ofpotential tax increases being considered to close the $38 billion deficit this year. However, with the 
Republicans’ “no new taxes” position firmly taken this year during budget negotiations, the Democrats 
felt that the only tax increase that could help them with the budget hole would be the triggering of the 
VLF increase as proposed in the original legislation signed by Pete Wilson in 1998. Democrats feel that 
the tripling of the car tax could add to the anger many Californians have with the Legislature and 
Governor Davis aid are working to repeal this car tax hike before the end of session on September 12“’. 

Obviously, our concern with repealing the car tax hike is the potential danger to local government if the 
swap does not produce an equal amount to replace the revenues lost by repealing the car tax hike. Also, 
we still do not have the final numbers of how much money each of these additional tax increases will 
generate. For example, the numbers we are hearing are that income taxes on tlie upper income tax 
brackets may increase fiom 9.3 percent to 1 I percent, urhich raises approximately $2 billion a year. Also, 
the pi-oposai we have seen on the cigarette tax would increase from .87 cents a pack to $1 . I0  a pack. We 
have not heard how much this .23-cent increase would bring into the state. 

Talks with Assembly Democrats and Asseinblymeniber Steinberg are ongoing and we will continue to get 
the inf~)rination regarding this proposal to you as we get it. 


